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GENERAL | NFORVATI ON

The Community Reinvestnent Act ("CRA") requires each federal financia

supervi sory agency to use its authority when exam ning financial institutions
subject to its supervision to assess the institution's record of neeting the
credit needs of its entire conmunity, including | ow and noderate-incone

nei ghbor hoods, consistent with the safe and sound operation of the
institution. Upon conclusion of such exam nation, the agency nust prepare a
witten evaluation of the institution's record of meeting the credit needs of
its community.

Thi s docunment is an evaluation of the CRA performance of Dacotah Bank, d ark,
Sout h Dakota, prepared by the Federal Reserve Bank of M nneapolis, the
institution's supervisory agency, as of July 15, 1996. The agency rates the
CRA performance of an institution consistent with the provisions set forth in
Appendix Ato 12 CFR Part 228.

I NSTITUTION'S CRA RATING: This institution is rated " Qutstanding."

There are several factors to support the bank's outstanding rating. First,

t he bank mai ntains a reasonabl e | oan-to-deposit ratio that is suppl enmented by
significant community devel opment | ending activity. Second, the bank has made
a significant majority of its loans within its assessnent area. Third, the
bank | ends to borrowers of many different income |evels and to snal

busi nesses and farns. Finally, the bank is proactive in providing a high

| evel of service that benefits | ow and noderate-incone individuals. These
services contribute to the outstanding rating.
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The following table indicates the perfornmance | evel of

Dacot ah Bank, C ark,

Sout h Dakota, with respect to each of the five perfornmance criteria.

SMALL | NSTI TUTI ON
ASSESSMENT CRI TERI A

DACOTAH BANK, CLARK, SCQUTH DAKOTA

PERFORMANCE LEVELS

Exceeds
St andar ds
for
Satisfactory
Per f or mance

Meet s
St andar ds
for
Satisfactory
Per f or mance

Does Not Meet
St andar ds
for
Satisfactory
Per f or mance

Si zes

Loan-to-Deposit Ratio X
Lendi ng i n Assessnment Area X
Lendi ng to Borrowers of

Different Inconmes and to

Busi nesses of Different X

Ceographic Distribution of
Loans

X

Response to Conpl aints

No CRA conpl aints were received
since the prior eval uation.




Small Ingtitution Performance Evaluation
FFIEC November 13, 1995

DESCRI PTI ON OF | NSTI TUTI ON

The bank is able to neet the credit needs of the comunities in its assessnent
area effectively. The bank received a satisfactory rating at its |last CRA
evaluation. |In addition to its main office in dark, the bank operates full-
service branches in Watertown, WI|ow Lake, and Bradl ey, South Dakota. A loan
officer with the Watertown office goes to the Bradl ey branch once a week. The
bank al so operates a paying and receiving office in Henry, South Dakota. The
bank's branch in Watertown serves a small portion of the Lake Traverse I ndi an
Reservation of the Sisseton-Wahpeton Sioux Tribe. The bank al so operates an
automated teller machine in Watertown.

The bank's size supports its ability to neet the credit needs in its
assessment area. According to the bank's June 30, 1996, Report of Condition
("RCC'"), the bank's total assets were approximately $59.6 mllion. Since
March 31, 1995, the bank's total assets have increased approxi mately $5.1
mllion. The bank's volune of |oans has increased $4.6 mllion since the
previ ous evaluation. A significant portion of the bank's | oan portfolio

i ncludes agriculture-related | oans, which mrrors the agricultural nature of
the local econony. According to the bank's June 30, 1996, ROCC, agricultura
| oans make up 55% of the bank's portfolio. The renainder of the portfolio

i ncl udes 25% conmerci al, 11% consuner, and 9% consumer real estate |oans.

The bank offers many different types of |oan products that serve the |oca
residents' credit needs. |Its products include consuner, real estate,
conmercial, and agricultural loans. |In addition to conventional | oan
products, the bank provides | oans guaranteed by a nunber of federal and state
agenci es, including the South Dakota Housi ng Devel opnent Authority, Snmal

Busi ness Admi ni stration, Farm Service Agency, and Departnent of Veterans
Affairs. The bank al so of fers governnent - guarant eed student | oans.

DESCRI PTI ON OF DACOTAH BANK' S ASSESSMENT AREA

The bank defines its assessnent area as O ark and Codi ngton counties in east-
central South Dakota. The assessnment area contains bl ock nunbering areas
("BNAs") 9556 and 9557 in dark County and BNAs 9541 through 9545 in Codi ngton
County. BNA 9543 is designated as upper inconme, the remaining BNAs are
classified as mddl e i ncone.

The bank's main office and the branches in Bradley and WI | ow Lake are | ocated
in Clark County. The bank's branches in Watertown and Henry are |located in
Codi ngton County. Based on 1990 census data, the bank's assessnent area has a
popul ation of 27,101. Watertown is the |largest conmmunity in the assessnent
area, with a popul ation of 17,592.

CRA divides inconme levels into four categories: |ow, noderate, mddle, and
upper. Because the bank's assessnent area is not in a nmetropolitan
statistical area, the categorization of a borrower's or BNA's incone is
determned relative to the statewi de nonnetropolitan nedian famly incone.
Lowi ncone i ndivi dual s have incones of |ess than 50% of the statew de
nonnetropolitan median famly income, while noderate-incone individuals have
i ncomes of at |east 50% but |ess than 80% of this anobunt. The regul ation
defines a mddl e-incone individual as one with an incone of at |east 80% but
| ess than 120% of the statew de nonnetropolitan nedian income. An individua
with an incone that is 120% or nore of the statew de nonnetropolitan medi an
i ncome i s considered an upper-inconme person. BNAs are classified using
simlar categories based on the level of the median famly income in the

geogr aphy.

According to 1990 census data, the assessment area's median famly incone is
$27,038, while the nedian famly incone for nonnetropolitan areas in South
Dakota is $25,547. O the 10,474 households in the assessnent area,

approxi mately 21%are | ow i ncome, 18% are noderate inconme, 19% are mddl e
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i ncome, and 42% are upper incone. Approximately 14% of the househol ds have
i nconmes bel ow t he poverty | evel

Agriculture is the domnant industry in the assessnent area. According to
bank managenent and a conmunity contact, the area had suffered from excess

nmoi sture in recent years, which hurt grain farmers. However, conditions have
been ideal so far this season, and higher grain prices are contributing to the
area's inproved econorny. A few cattle operations have been hurt by the recent
decline in cattle prices. The farmoperations that have diversified will be
nore successful than operations that are concentrated in either grain or
cattle.

Watertown is also a grow ng trade center for the area. There has been a | ack
of affordabl e housing due to the rapid growth in Watertown. According to
anot her comunity contact, civic | eaders have taken a proactive approach to
this issue. One obstacle the city faced was the | ack of available |lots on
which to build housing. Lots have becone avail abl e and projects are now under
construction that are targeted to | ow and noderat e-i ncone househol ds.

According to a community contact, the majority of the menbers of the Sisseton-
Wahpeton Sioux Tribe |live outside the bank's assessnent area in Sisseton
South Dakota. The tribe also operates its own credit union that provides
credit products for many of the tribal menbers' needs.

Exam ners relied on informati on recei ved from several nenbers of the

conmuni ty, including government officials and an individual w th know edge
about tribal credit needs, to conplete the CRA eval uation

CONCLUSI ONS W TH RESPECT TO PERFORVANCE CRI TERI A

The bank has done an outstanding job of neeting the credit needs of its
assessment area. The following criteria were reviewed in determning this
rating.

Loan-to-Deposit Rati o Anal ysis

The bank's | oan-to-deposit rati o exceeds the standards for satisfactory
performance based on its consistently high | oan-to-deposit ratio, secondary
mar ket real estate |lending, and community devel opment | oans. Since the

previ ous eval uation, the quarterly average of the bank's | oan-to-deposit ratio
is 70% Loan-to-deposit ratio fluctuations are due to cyclical swings in
agricul tural advances or paydowns on operating lines of credit. The bank's

| oans and deposits have grown steadily since the | ast evaluation. The
follow ng chart, based on quarterly ROC data, shows that the bank's ratio has
been consistently high since the I ast evaluation. The |oan-to-deposit ratio
for the quarter ending Septenber 30, 1995, reflects the effect the late

harvest had on paydowns of agricultural lines of credit.
Net Loans Deposits Loan-t o- Deposi t

Dat e (I'n thousands) (I'n thousands) Rati o
June 30, 1996 $38, 099 $53, 132 72%
March 31, 1996 $36, 611 $52, 707 69%
Decenmber 31, 1995 $36, 885 $53, 618 69%
Sept enber 30, 1995 $36, 883 $49, 860 74%
June 30, 1995 $34, 561 $50, 155 69%
March 31, 1995 $33,501 $48, 831 69%

Al so not included in the bank's | oan-to-deposit ratio is a significant nunber
of real estate |oans that were sold on the secondary nmarket in 1995 and 1996.
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I f included, the bank's | oan-to-deposit ratio would increase by severa
per cent age points.

As listed in the March 31, 1996, Uniform Bank Perfornmance Report, the bank's

| oan-to-deposit ratio was 69% which places the bank in the 55th percentile in
relation to its peer group. The bank is the only financial institution in
Cark County. Watertown has several financial institutions, nmost of which are
branches of |arge regional banks; therefore, |oan-to-deposit information is
not avail able or neaningful. In addition, the bank is facing stiff conpeti-
tion for both consuner and agricultural |oans fromseveral nonbank entities.

The bank has nade several significant comunity devel opnent | oans since the

| ast evaluation. Two |oans were nade to develop real estate that will be used
for low and noderate-income housing. A loan was nmade to build an assisted
living center for senior citizens. Twelve units of this devel opment are set
aside for |owincone residents.

Based on the bank's consistently high | oan-to-deposit ratio, secondary market
| endi ng, and significant nunber of community devel opnent | oans, the bank
exceeds the standards for satisfactory performance.

Lending in the Assessnent Area

A review of the statistical sanple of the |oans originated by the bank in the
six nonths preceding the evaluation reveals that a substantial majority of its
| oans were made inside the assessnent area. The follow ng table shows the
percentage of |oans within the assessment area based on total nunber and
amount in each mgjor | oan category.

PERCENTAGE OF LOANS | N THE ASSESSMENT AREA
Loan Product Nunber of Loans | Anount of Loans ($)
Consuner Real Estate 88% 82%
Consuner 93% 92%
Agri cul tural 89% 82%

Based on this high concentration of |ending within the assessnent area, the
bank's lending in the assessnment area exceeds the standards for satisfactory
per f or mance.

Lending to Borrowers of Different Inconme Levels and to Busi nesses of Different

Si zes

The bank's |l evel of lending to individuals of different inconmes and to

busi nesses of different sizes exceeds the standards for satisfactory
performance. As previously mentioned, CRA classifies income |levels into four
categories: |ow, noderate, mddle, and upper. Based on 1990 census data, the
nedi an household and famly inconmes for the bank's assessment area are $21, 226
and $27,038, respectively. These figures exceed the statew de nonnetropolitan
househol d and fam |y incomes for South Dakota

The foll owi ng tabl e shows the percentage of consuner real estate and consuner
| oans made to borrowers of different incone |evels.

DI STRIBUTI ON OF LOANS | N THE ASSESSMENT AREA BY BORROVER | NCOVE LEVELS*

Moder at e- M ddl e- Upper -
Low- | ncone I ncome | ncome | ncome
Loan Type Borrower s Borrower s Borrower s Borrower s

Consumer
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Total Nunber of Loans 42% 25% 15% 18%
Total Amount of Loans 32% 16% 18% 25%

Consuner Real Estate

Total Nunber of Loans 3% 25% 17% 56%
Total Amount of Loans 1% 15% 12% 71%

*I nconme | evel based on South Dakota's 1995 nedian famly incone of $30, 100.

As shown above, the bank made over two-thirds of its consumer |oans to | ow
and noderate-inconme borrowers. |In addition, the bank nade 28% of its consuner
real estate loans to | ow and noderate-income borrowers. As previously

di scussed under the Description of Institution section, real estate |oans
conprise 9% and consumer | oans conprise 11% of the bank's total |oan
portfolio. Low and noderate-income househol ds account for 39% of the
assessment area's popul ation. Specifically, |owincone househol ds represent
21% of the | ocal popul ati on and noder at e-i ncome househol ds represent the

bal ance. This concentration of consunmer and, in particular, consuner rea
estate |l oans to nmenbers of both income categories is commendabl e consi dering

t he denographic data. The fact that the mpjority of consuner real estate

| oans are nmade to upper-inconme borrowers appears reasonable, given that both
the bank staff and a community contact stated that there has been a shortage
of avail abl e affordabl e housing for | ow and noderate-inconme residents in the
area. According to comunity contacts, the banks in the area are conmitted to
provi de funding for housing loans to all qualified borrowers.

Most of the bank's agricultural borrowers are small businesses. |In fact, all
the agricultural | oans sanpled went to borrowers with gross annual revenues of
$1 mllion or less. In addition, 94% of the sanpled | oans had | oan anmbunts of

$100, 000 or less. The size and volune of the | oans appear reasonable given
that agricultural |oans represent the majority of the |loans in the bank's
portfolio. Based on the bank's level of lending to | ow and noderate-incone
borrowers and small busi nesses, the bank exceeds the standards for
satisfactory performance in this category.

Ceographic Distribution of Loans

The distribution of the bank's |oans throughout its assessnment area is

reasonable. As previously discussed, the bank's assessnment area includes six
m ddl e-i ncone and one upper-inconme BNA. Approxi mately 72% of the popul ation
resides in the assessnent area's mddle-income BNAs. As the follow ng chart
i ndi cates, the bank has the majority of its loans in the m ddl e-income BNAs.

DI STRI BUTI ON OF LOANS | N THE ASSESSMENT AREA
BY BNA | NCOVE LEVEL

M ddl e- I ncone Upper - I ncome
BNA

Loan Type BNA
AGRI CULTURAL
Total Nunber of Loans 100% 0%
Total Amount of Loans 100% 0%
CONSUMER
Total Nunber of Loans 92% 8%
Total Amount of Loans 87% 13%

CONSUMER REAL ESTATE

Total Nunber of Loans 73% 27%
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Total Amount of Loans 70% 30%

The bank's assessment area does not include any | ow or noderate-income BNAs.
The distribution of the bank's consunmer loans in the mddl e-i ncome BNAs
exceeds the representation of residents in such areas conpared with the total
assessment area popul ation. The distribution of consuner real estate loans is
reasonable and mrrors the distribution of the assessnment area's popul ation
The one upper-income BNA is located in the city of Watertown; therefore, it is
reasonabl e that there are not any agricultural loans in this BNA

| nvest nents and Servi ces

The bank's |l evel of qualified investnments and services significantly inproves
i ndi viduals' access to credit in the assessment area. Since the |ast

eval uation, the bank invested funds with an area credit union. The credit

uni on was experiencing a high demand for | oans and needed funds to accommodat e
menbers' requests. The credit union serves primarily | ow and noderate-incone
borrowers.

The bank's officers are also extrenely active in helping to provide credit to
| ow and noderate-income individuals that have difficulty obtaining
conventional |oan products. One bank officer is on the board and serves as
chai rman of the revolving | oan fund of a nonprofit organizati on whose primary
function is to assist |owincone individuals obtain small business | oans.

Anot her of ficer provides technical assistance for a private, nonprofit

devel opnent corporation and is on its board. This nonprofit corporation's
purpose is to make direct |loans to individuals and busi nesses and provide
counseling, referral, and nediation services to businesses in need of
assistance. In addition, the nonprofit organization offers four |oan prograns
that were set up to provide assistance to | owincone applicants, including
worren and minority entrepreneurs and busi ness owners.

Ceneral Comments

The eval uation did not reveal any substantive violations of fair |ending | ans
and regulations. In addition, the bank has not received any CRA conpl aints
since the previous eval uation
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PUBLIC DISCLOSURE

July 15, 1996
Date of Evaluation

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

Dacotah Bank
Name of Depository Institution

094603100000
Identification Number of Institution

Clark, South Dakota
Address of Institution

Federal Reserve Bank of Minneapolis
250 Marquette Avenue
Minneapolis, Minnesota 55401-2171

NOTE: This evaluation is not, nor should it be construed as, an assessment of the financial
condition of this institution. The rating assigned to this institution does not represent
an analysis, conclusion, or opinion of the federal financial supervisory agency
concerning the safety and soundness of this financial institution.



